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QUESTION 1



Kerrigan Ltd makes and sells product A. The current selling price is £11 and the total of variable costs per unit is £6. The fixed costs of production are £350,000 and the company currently sells 75,000 units.



Required:



(a) Calculate the break-even point (in units and revenues) of product A for Kerrigan Ltd.	[10 marks]

Answer: 11-6 = 5 – contribution per sale
               350,000/5=70,000 Units = break-even point for units
                350,000 (11-6) /11 = 350,000 /5 /11 = 350,000 /0,45 = 777,777 = revenue 
                
 
 

(b) Calculate the profit made on sales of 75,000 units.	[10 marks]

     Answer:75,000 -70,000 x 5 =5000x5 =25,000 profit 


(c) The company will make an advertising campaign costs £10,000 and will improve the product specifications, which will increase the variable cost per unit by £1. This is expected to allow the company to increase the selling price to £13 and the sales is expected to be 80,000 unites. Calculate the new profit figure for the improved product.
	[15 marks]

Answer: New selling price 13£
              Variable cost :7£
               Contribution: 6£
                New Fixed cost:360,000£
                New volume: 80,000 units 
                BEP:60,000 units =360,000 /6 
                Profit: 80,000 -60,000 =20,000 x 6 =120,000£ NEW PROFIT 
 
        
(d) Discuss the limitations of break-even analysis.	[15 marks]

Answer: Difficulties when more then 1 product.
               Mostly to be used like additional tool for planning not for taking important decisions.
               The more products you sale less accurately break – even analysis can be trustworthy.
                 Unrealistic expectation for sale of all the products.

QUESTION 2



(a) Discuss the importance of management accounting, and how it differs from what financial accounting provides.
[25 marks]

Answer: Unlike financial accounting, management accounting provides reports weekly/monthly basis for the consumption of the company’s CEO and managers.
This reports show number of orders / cash available / revenue/accounts information (payable/receivable),inventory .
This also make Management accounting extremely import for proper manage of the company in right direction with this additional information the CEOs of company are able to take decisions easier, faster and more accurately with less risk . 



(b) Discuss three techniques by which the management accountant can achieve the objectives of management accounting.
     Answer: Constant analysis is good option to check on other and yourself if everything is going in right direction.
                    Financial planning is main objective used to maximize the profit received by company.
                    Management reporting is prepared on basis of profit and loss account and balance sheet. This report show the strong and weak sides in different areas of financial position of the company 
[25 marks]
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